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I. INTRODUCTION

Arizona Public Service Company (“APS” or the “Company”) hereby submits the

following comments on the Staff Report (the “Staff Report”) filed in the above docket on

May 18, 2007. The Staff Report recognizes the continued benefits to APS and its

customers of the financial flexibility that previous Arizona Corporation Commission

A




(“Commission”) financing orders have provided since 1984. The Company supports the
Staff Report’s fundamental recommendations but must suggest specific modifications and
clarifications, as discussed in greater detail below. In doing so, the Company seeks to
insure that the flexibility and other benefits provided by a new ﬁnancihg order are not lost
because APS or APS’ future lenders and investors are unable to definitively confirm that
the Commission has clearly authorized a particular debt issuance or how any limitation on
that authority is to be interpreted.

Pinnacle West Capital Corporation (“Pinnacle West”) joins in this filing for the

purpose of the subject matter of Paragraph 14 below. Paragraph 14 addresses Pinnacle
West’s request to guarantee the debt of APS, which likely constitutes a “reorganization”
of Pinnacle West under A.A.C. R14-2-803.

Capitalized terms used in this filing that are not otherwise specifically
defined in these comments have the meanings ascribed to those terms in the APS/Pinnacle

West Verified Application in this Docket, dated December 15, 2006 (the “Application”).

II. CONDITIONS TO ISSUANCES OF DEBT
1. The Staff Report recommends Commission approval of the Company’s requested
increase in its Continuing Long-Term Debt limit to $4.2 billion if, “subsequent to any debt
issuance, APS can satisfy the following conditions: (1) common equity must represent at
least 40 percent of total [capital] (common equity, preferred stock, long-term debt and
short-term debt) and (2) the debt service coverage ratio (“DSC”) is equal to or greater than

1.0.” (Staff Report at 5.)
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2. As explained in greater detail below, the Company agrees with the Staff’s
recommendation regarding a common equity and debt service coverage test, subject to
specific clarifications and modifications. Asa preliminary matter, however, the Company
requests that instead of the tests applying to “any debt issuance,” the tests should apply
only when the Company is issuing long-term debt in recognition of the fact that the
Company normally issues short-term debt in the form of commercial paper on a daily
basis. Computing these tests on a daily basis would be impractical and unnecesSarily
burdensome. The Company agrees that a short-term debt component would be included
in the coverage calculations at the time the Company issues long-term debt.

Calculation of Common Equity Test

3. Commission Decision No. 65796 (April 4, 2003), which prohibits APS from
paying dividends unless it maintains a minimum common equity ratio of 40%, calculates
the common equity percentage as follows: “APS’ common equity [shall] be divided by
the sum of such common equity and APS long-term debt (including current maturities of
such debt).” (Commission Decision No. 65796 at 25.) Although there is little difference
between the two calculations under normal circumstances, for the sake of consistency of
application, the calculation methodology in Commission Decision No. 65796 should be
adopted for purposes of this limitation. APS also proposes that the calculation be made as
of the end of APS’ most recent fiscal quarter, adjusted to give effect to the issuance of any
new indebtedness. Calculations of APS’ common equity percentages under each
approach at March 31, 2007, APS’ most recent fiscal quarter, are attached to this filing as

Exhibit A.
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Debt Service Coverage Ratio

4. The Staff Report recommends that the DSC be “calculated as operating income
plus depreciation and amortization and income tax divided by interest and [principal] on
short-term and long-term debt less short-term debt and interest related to purchased power
and natural gas and using the most recent audited financial statements adjusted to reflect
changes to outstanding debt.” (Staff Report at 5, n. 1.)
5. APS acknowledges the Staff’s request “for financial parameters to place conditions
on the borrowings to prevent APS from taking on an excessive amount of debt” (Staff
Report at 4). APS believes that the common eqﬁity ratio referenced in Paragraph 2,
combined with a debt service coverage test, could effectively address this request. As
proposed by the Staff, however, the DSC would require numerous modifications and
clarifications so that the DSC calculation methodology is clear under the various
circumstances when the DSC would need to be calculated. Absent these modifications
and ciariﬁcations, neither APS nor APS’ future lenders and investors will have the
required certainty that the Commission has clearly authorized APS’ incurrence of a
specific debt obl‘igation. As aresult, APS proposes a “Modified DSC,” as discussed
below. |

(@)  The inclusion of long-term and short-term principal debt repayments in the
“denominator” of the DSC calculation would result in (i) a debt service coverage
calculation inconsistent with APS’ historical financing program and the coverage tests
applied to APS by its lenders and the rating agencies and (ii) numerous interpretive issues,

which are addressed below in clause (c) of this Paragraph 5.




I%

1 (b) Historically, APS’ debt has not been amortized and repaid over the life of
2 the debt, as is the case with the debt of many other public service corporations regulated
3

4 by the Commission. With amortizing debt, much like a typical home mortgage loan, a

5 [ portion of each payment is used to pay down principal. On the other hand, APS and other

6 | large investor-owned utilities generally repay in full their outstanding debt obligations at

! maturity, usually with the proceeds of another debt issuance. During 2005, for example,
8 .
g APS repaid approximately $568 million of maturing long-term debt and issued

10 | approximately $412 million of new long-term debt. When APS repays its long-term debt,

11 | the DSC will be artificially reduced and will not provide an accurate measure of APS’

12 financial health given that APS generally issues new debt to replace the “bullet maturity”
13 ‘
» debt. Similarly, maturing short-term debt is typically rolled over with new issuances of

15 | short-term debt. APS proposes a modified DSC (the “Modified DSC”) that would exclude

16 || principal debt repayments. The coverage test that would be reflected in the Modified DSC

17 is widely accepted in the financial community and is the only type of coverage test found
18

in APS’ credit agreements. In addition, the rating agencies evaluate APS using this type
19

oo | ©of coverage test. Calculations of the DSC (using the Company’s best interpretation of that

21 || test) and the proposed Modified DSC at December 31, 2006 are attached to this filing as

22 | ExhibitB."
23 o
(¢)  If the Commission determines that the DSC, rather than the Modified DSC,
24 |
25 is an appropriate financial test, APS requests that the Commission address the issues
| .
26
27 ! Under the DSC, the Staff also recommended the exclusion of “short-term debt and interest related to purchased

power and natural gas” from the denominator of the DSC calculation. Under the Modified DSC, APS proposes that
28 this exclusion would no longer be necessary.

-5-




related to the DSC that are set forth on Exhibit C, which APS behieves are the significant,

but perhaps not the only, issues that must be addressed to resolve existing ambiguities.

III. OTHER STAFF REPORT RECOMMENDATIONS

Short-Term Debt Limit

6. The Staff Report recommends that the Commission authorize APS to incur short-
term debt of up to 7% of APS’ capitalization plus up to $500 million of additional short-
term borrowings for purchases of natural gas and power. (Staff Report at 5.) APS agrees
with this recommendation but requests two modifications:

(a)  First, the Staff Report recommends that, as a condition of APS incurring the
additional $500 million of short-term debt, “APS has a Commission authorized adjustor
mechanism for recovery of these costs” (Staff Report at 6). For purposes of clarity, APS
suggests that the phrase “for recovery of these costs” be changed to “for recovery of
natural gas or power purchases.”

(b)  Second, if the “Commission authorized mechanism” is terminated, APS
requests that the Commission’s authorizationv for the related short-term debt would
terminate 12 months thereafter. This would provide APS with sufficient time to prudently
address its short-term debt balances.

Declaratory Order Regarding Traditional Indebtedness for Borrowed Money

7. The Staff Report recommends that the Commission deny APS’ request for a
declaratory order confirming that only traditional indebtedness for borrowed money
requires prior Commission authorization. (Staff Report at 5.) If the Commission accepts

the Staff’s recommendation in this regard, APS suggests that the Commission adopt the

-6-




following additional provisions to avoid unintended and patently unfair consequences
should APS exceed its authorized debt limits solely as a result of future changes in United
States generally accepted accounting principles (‘GAAP”) or future changes in the

interpretation of GAAP (collectively, “GAAP Changes”):

(a)  Any contract or other legally-binding arrangement to which APS was a

party as of the date of the Commission’s order in this matter (the “Existing Obligations”),
will not be considered indebtedness for purposes of the order (including the order’s debt
limitations, common equity test, and debt service coverage test) if the Existing Obligation
was not considered indebtedness under GAAP as of such date.

(b)  Ifa GAAP Change subsequently occurs that results in an Existing
Obligation being reclassified as indebtedness, APS will notify the Commission of such
GAAP Change within 30 days after APS files its Quarterly Report on Form 10-Q or its
Annual Report on Form 10-K with the Securities and Exchange Commission following

the end of the fiscal quarter in which such GAAP Change occurs (the “Notification

 Period”).

(c) If, after the Commission’s issuance of an order in this matter, APS enters
into a contract or binding arrangement that is not considered indebtedness under GAAP
but subsequently is considered indebtedness because of a GAAP Change, APS’
obligations under such contract or arrangement will not be considered indebtedness for
purposes of the order (including the order’s debt limitations, common equity test, and debt

service coverage test) until further Commission action if, within the Notification Period,




APS files an application with the Commission specifically requesting approval of such
reclassified debt obligations.

Replacement of Existing Authorizations

8. The Staff Report recommends that “[the] authorizations to incur short-term and
long-term debt obligations provided in this proceeding should replace all existing
authorizations, and all existing authorizations should terminate upon the effective date of
the authorizations provided in this proceeding.” (Staff Report at 6.)

9. APS agrees with Staff’s recommendations in this regard, which APS believes were
focused on Decision Nos. 55017 (May 6, 1986) and 54230 (November 8, 1984) (identified
in the Application as the 1986 Order and the 1984 Order, respectively), with the following

exceptions. Commission Decision Nos. 55120 (July 24, 1986) and 55320 (December 5,

11986) (the “Sale-Leaseback Authorizations”) are separate and independent financing

authorizations that must remain in full force and effect. Each of these Decisions, copies

of which are attached as Exhibits D and E, respectively, relates to the Company’s sale and

leaseback of a portion of Unit 2 of the Palo Verde Nuclear Generating Station. The Sale-
Leaseback Authorizations, pursuant to which APS entered into three separate sale-
leaseback transactions in 1986, are also financing authorizations in that they permit APS
to:

“issue, assume, guarantee, and incur evidences of indebtedness in order to
consummate, and to perform its obligations and exercise its options under,
the Lease Transactions (including the issuance or incurrence of evidences of
indebtedness in connection with the financing of Capital Improvements as
required or permitted by the terms of the Leases, the costs of which will be
reflected in an adjustment to lease rentals) including, but not limited to, (i)
the issuance or incurrence of evidences of indebtedness by the Funding
Corporation, secured by the direct obligation of the Company; (ii) the

-8-
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issuance or incurrence of evidences of indebtedness in connection with any
letter of credit or financial guaranty securing the Equity Investors for the
payment of amounts payable by the Company under the Lease and related
documents; (iii) the issuance or incurrence of evidences of indebtedness
necessary for any refunding of indebtedness; (iv) the assumption of
indebtedness by the Company upon the occurrence of certain events as
required by the Leases; (v) the adjustment of rents from time to time as
required by the Leases; and (vi) the extension of supplements to the Lease
as required or permitted by the Leases.” (Decision No. 55120 at 9-10.)

10. It is important to APS and the numerous other parties to the sale-leaseback

transactions that the Sale-Leaseback Authorizations remain in full force and effect. The

parties entered into those transactions in reliance upon the Sale-Leaseback Authorizations.

Termination of Authorizations Under New Order

11. | The Staff Report recommends that “[the] short-term and long-term debt levels
authorized in this proceeding terminate on December 31, 2012, (Staff Report at 6.) In
order to alleviate potential concerns about the validity of APS’ indebtedness after
December 31, 2012, APS suggests that the Commission order in this proceeding confirm
that all short-term and.long-term debt legally outstanding at December 31, 2012 remain
authorized and valid obligations of APS. |

12. APS also requests that the December 31, 2012 termination déte be extended until
the Commission issues a new financing order replacing the then-existing order, provided
that (a) APS files an application for a new financing order on or before December 31,
2011 and (b) the Commission has not issued an order pursuant to such application on or
before December 31, 2012. This will ensure that APS’ ability to access the capital
markets is not abruptly terminated, which would prohibit APS from funding its ongoing

operations and meeting its obligations as a public service corporation.

-9.-
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Miscellaneous Comments

13.  The Staff Report states that “[t]o the extent that the purposes set forth in the
application may be considered reasonably chargeable to operating expenses or to income,
APS requests that the order or orders from the Commission in this matter authorize such

charge or charges and that they be deemed working capital requirements.” (Staff Report

“at 3.) The Application did not request the Commission to find that purposes reasonably

2

chargeable to operating expenses or to income “be deemed working capital requirements. |
In order to comply with A .R.S. Section 40-302(A), the Application stated that “[t]o the
extent that the purposes set forth herein may be considered reasonably chargeable to
operating expenses or to income, the Company requests that the‘ order or orders of the
Commission in this matter authorize such charge or charges.” (Application at 9.) The
Company respectfully requests that the Commission’s order in this matter not include
language regarding “deemed working capital requirements” because not all the uses to
which cash proceeds from the requested financing order would potentially be used can be
classified as “working capital.”

14.  The Staff Report references a “waiver now in existence (per Decision Nos. 65796
and 55017) of A.A.C. R14-2-803” (Staff Report at 2) in connection with its
recommendation that the Commission “[authorize] Pinnacle West to guarantee APS’ debt
from time to time in indeterminate amounts™ (Staff Report at 7). No such waiver was
grénted to Pinnacle West in either of the cited Decisions, but Pinnacle West supports the

Staff’s recommendation.

-10 -




15.  The Staff Report recommends that, “on each occasion when APS enters into a new

long-term debt agreement, APS file with Docket Control a description of the transaction
and a demonstration that the rates and terms are consistent with those generally available
to comparable entities at the time.” (Staff Report at 7.) Recognizing that the Staff Report
also recommends that the Commission deny APS’ request for a declaratory order
confirming that only traditional indebtedness for borrowed money requires Commission
approval (Staff Report at 5), APS assumes that the Staff’s filing recommendation would
cover any transaction classified as long-term debt from a GAAP perspective, regérdless of
its nature or size. If so, APS believes that such a requirement will result in filings for
transactions in which the Commission presumably will have little or no interest and which
will require APS time and expense to prepare. For example, every capital lease with a
term of 12 months or longer that APS enters into would be subject to the filing
requirement, including capital leases for vehicles, equipment, and copy machines. APS
requests that such filing requirement be limited to long-term debt agreements involving
traditional indebtedness fdr borrowed money. In addition, APS requests that such filing
requirement exclude any long-term debt agreement that has a principal value of less than
$5 million. As is the case witﬁ non-traditional indebtedness, APS believes that including
immaterial debt agreements among the reqﬁired filings will result in filings for
transactions in which the Commission presumably will have little or no interest on an
individual basis and which will require APS time and expense to prepare.

16.  The Staff Report “further recommends authorization of the other financing requests

made by APS in this application except as otherwise specified [in the Staff Report].”

-11 -
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(Staff Repdrt; Executive Summary.) Consistent with the Staff’s position in this regard, as
well as the Company’s suggested modifications and clarifications above, the Cornpany
has attached as Exhibit F to this ﬁlihg proposed language for a Commission Order in this
matter, including alternative language in those cases in which the Company has suggested

different approaches to the resolution of a specific issue.

RESPECTFULLY SUBMITTED this 29" day of May, 2007.

o~
By: // /W S22 e~

Thomas L. AW

ATTORNEY FOR ARIZONA PUBLIC
SERVICE COMPANY

o [t Srssy
(et e

ew P. Feeney
Snell & Wilmer, L.L.P.

ATTORNEY FOR PINNACLE WEST
CAPITAL CORPORATION
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Docket Control this 29™ day of May 2007.

COPIES hand-delivered this 29" day of
May 2007, to:

Mr. Christopher C. Kempley
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Mr. Ernest G. Johnson

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Lyn Farmer ~
Chief Administrative Law Judge, Hearing Division
Arizona Corporation Commission

1200 West Washington Street

Phoenix, Arizona 85007
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EXHIBITS
Exhibit A
Exhibit B

Exhibit C
Exhibit D

- Exhibit E

Exhibit F

Calculations of Arizona Public Service Company’s Common
Equity Percentages at March 31, 2007, Using Alternative
Approaches.

Calculation of Arizona Public Service Company’s DSC and
proposed Modified DSC at December 31, 2006.

Issues Regarding the DSC Requiring Commission Resolution.

Arizona Corporation Commission Order‘in Decision No. 55120,
dated July 24, 1986.

Arizona Corporation Commission Order in Decision No. 55320,
dated December 5, 1986.

Certain Language for Proposed Order.
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Exhibit C

Page 1 of 2
Exhibit C
Issues Regarding the DSC Requiring Commission Resolution
Questions regarding principal on long-term and short-term debt:
L. Are maturities of long-term debt that existed during the prior calendar year

to be included, even if the principal on such debt has already been repaid?

2. Does APS assume that the short-term debt balance that exists at the prior
year-end is to be repaid, even if those balanqes fnay be rolled over?

3. Does AP}S- include maturities Of‘long-terni debt that are expected to be paid
during the upcoming calendar year?

4. Since new long-term debt is usually issued prior to the maturity date of an

| existing long-term debt series, does APS net the new long-term debt against the
matured/repurchased long-term debt during the upcoming calendar year?

5. If the new long-term debi issuance occurs before the calendar year of the
matured/repurchased long-term debt but the use of proceeds in the financing
prospectus identifies the purpose as repaying the matufing long-term debt, does
APS net the new long-térm debt against the maturing long-term debt?

6. Since sﬁort-term debt is often incurred prior to the issuance of new long-

- term debt, does APS assume maturing short-term debt and new long-term debt can

be netted against each other?



Exhibit C
Page 2 of 2

Questions Regarding “Subsequent Adjustments”:

7. The footnote definition of DSC states that the DSC calculation is “adjusted

to reflect changes to outstanding debt”.

(a)
(b)
(c)
)

(e)
®

Does this include long-term and short-term debt?

Does it include both increases and decreases to debt balances?

Is it meant to cover .both principal and interest?

If long-term debt does not mature for several years and no principal

payments are required untillmaturity, does that principal payment

‘need to be added?

If interest is to be added, should it be annualized?
What rate of interest should be used for short-term debt that has been

issued at various points in time?

8. APS must satisfy the DSC “subsequent to any debt issuance.”

(a)

(b)

Does APS do a pro-forma calculation that would add the principal
and annualized interest on the impendihg debt issuance?
Please respond to questions 7(a), 7(c), 7(d) and 7(e) in regard to the

pro-forma calculation of principal and interest.

Questions regarding the phrase “less short-term debt related to purchased power

~and natural gas” in the definition of DSC:

9. How should APS calculate the interest offset for short-term debt related to

purchased power and natural gas costs?
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23 | Elizabeth Kushibab, Attorney, Legal Division, for
, the Arirzona cotpwae;im Coumission Staff

"‘x N

Steven Avilla, Attormey, for tha Residentisl Ueilicy
Consumey Office
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On April 22, 1986, Arizoos Public Service Compsny ("APS" or %&wwﬁ“}
filed an Application with the Coommission requesting an Order authorizing the
Company, asoag other things, co enter into various transactions aad agreemaats

relating to the sale and operating lesse of 2ll or a portion of the Compasy's

vodivided ownership {nterest in the Palo Verde (ﬁ;i:: 2 Fecllities as hereinaftes
| detines. | |
| on deein 27, and ey 21, 0w, ehe Conticton for Responsivie Baarey
Education ("CREE") and the Residential Ueility Consumer Offise ("RUCO") fﬁ“

10 atitions to Interveme herein, Borh ssid Peritions vere granted by Procedural
11 ﬁr‘*ex* prior to the scheduled hearing on APS's Application. |
12|  Peresanc to Wotice dsted Jume 26, 1986, APS's Applicstion came o for
2.3 hesring before a duly authorized Hearing Officer of the Comnission st its
14 offites in Phoenix, Arizona, on July 10, 198.  APS, RCD, and the
i“& ; Commission’s Ueilities Division Staff ("Staff") sppesred through counsel, and
16 || tach presented testimony and exhibits ian support of A®S's Application. M the
17 conelusion of a full public hearieg, this matter vas adjorsed pending
35l submission of & Recommended Opimion snd Order by the Presiding Officer to the
Mg,g&m | | ” |

#:

| As dndicated above, both Staff and lstervenor RUCO supported the
22 Application. Staff did propose various reporting requiresents which would keep
I the Comission inforned as to the decails of the salo and Lensabusk (ay well as
any materisl changes in the trsmssction both prior to and after closing), and
suggested thst proceeds derived from such sale aud leassbsck be placed in 1
sé@amu interest bearing bank account. Staff and RUCO further :Wud&é
that the Coumission be circumspect in irs language approving this matter so as

| to recain its flexibilicy to disallow sll or part of the operating lesse

-3 Decision No. F 5/ 40
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- (‘ payments From APS's cost of wwmezséfién*ig? ponding rate proceeding (Docket No.

 § Q«iﬁﬁ$«8$«3ﬁ?)§ ?iﬁail&, RUCO noted that recoverabilicy of ¢hese lease
§ §$yﬁaat§'iﬁ,ta£$t should be subject to performance criteris, and that iz Q@uig
§:ba proposing such eriteris in the aforemestioned rate Docket.

f As in Docket No. U-1933-86-036, decided this same day, we will ;¢§§g§ 
é Staff's rveporting  requirements and will wuse the same 2angat§§»fg¢@giggx§;
| g;éiacgaiaing any prior judgement on the racoversbility through rates of these
'>é oyttatiﬁg>i&saﬁ;?ﬁ?&aatbw1' We wlso agree that pevformance criteria f&f-?i;&l
Yerde are appropriste. See Decision No. 4 97//f in Dacket No.U-1345-85-154
| (Pusse f); also decided this aéy,' ﬂ% will not require that APS ‘separately |
| deposic the funds veceived through the ‘sale and leaseback tramsaceion. |
aﬁ#ﬁﬁ«tﬁ, yn:ieéie ragarhing on APS's use of ‘such proceeds eilx &&xvﬁ ta_
§}ra¢ssurn the ﬁbami:sian that t&c Yimitavions vn their use both agreed ta tg A8

§ thVﬁréaraa kkt&iuait&:uayxw$e£g§ gtﬂp&tlg-aﬂ&&ﬁ#&a‘ |
- * * * % * * - "
_ﬁagigg‘aagsiﬁ&%aé.tk&a«&tﬁr«»ruaef& berein and being fully advised in the
| premises, the Commission finds, covcludes sud orders thac:

1.  APS is an Arizopa corporation engeged ﬁnva:aeiéinz ciictﬁigfaexv§én
| vichin various portions of Avizona pursuant to -suthorjty vgr&ﬁﬁgé' by this
Commission.
2. By its Application and cestimomy in this watter, the Company

tequests one or more ordars granting the following:
(a) &&6&agi§§&iy§gt§f£@£inaa&g;ié#'ﬁ&ﬁtifﬁ&ﬁi&ﬁ_ﬁﬁaﬁﬁaigg for

Unic 2 of the Palo fﬁraﬁ Huclear Generating Station

{”?ﬁiﬁt?&tdﬁ“} by an:@ciug into ﬁnéiax sore sale and leaseback

 transactions (the “Lease Tramsactions”™) relating to (1) all or

I Y similar 1&ﬂguagg is iscluded in all Commission Decisions suthorizing
financing transsctions.

“3w Pacisivo e S T /oo
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()

(e

(a)

(e)

3.

4.

in Dnit 2, including, wichour limivacion, sll or a porcion
of the Company's generation entitlement share in Unit I snd

(41) certain vesl property interests in the Palo Verde plant

5%&% ﬁ&&f:enl géﬁp&%ty‘iﬁt&%&@%&é&ﬁi@g;%éﬁaﬁgﬂf&ar collectively

referred to ax the "Unit 2 Facilicies™);

‘sothorizacion for the Company to issue, ggggggi.iﬁggaﬁgggktgg;‘

incur evidences of indebtedness in connection with the Lesse
Transactions;

confimation that the Leasés (as Wereinafrer defined) will be

treated as “operating leases” f&t'aéﬁagﬁéiﬁgf%ﬁ?ﬁxﬁﬁawaﬁkiﬁg
purposes; |

confirmmstion of the rate-making trestwent §£ the Lesse

Transactions; and,

conf immstion that the Lessors and the Equity Investors iu

beveinafter defined) will not be "public  service em;mnm*f _

subject to regulation under Atizons law by reason of their
bolding t{tle to, or possessing an iaterest in, the Unit 2

Pacilities. @

The Lease Tramssctions vill involve the Company's ssle of the Uait 2}
| Paciiities to, anéd then the lesss of the Unic 2 Facilities back from,
imstitutionsl iovestors '(“ﬁquity Iovestors™), |
, Each of the Equity ITwvestors will form a“twﬁz_‘fer the purpose of
% holding title to its undivided ioterest im the Unit 2 ?%ﬁiii&i«ﬁg'aué the

| cruscees under the trusts will act ss lesaors ("Lessors™) of the Wnit 2

-y Barislpw Yo, A4 4
. e R ANEIR.... W

ﬁ
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v Facilities and vill lease the Uait 2 Pscilities to APS under one or more leases

1 (“Leases™). :
5. If the Lease Transactions are completed as to less than all of APS's 'v

| interest in the Unit 2 Facilities, APS will retsin an undivided owmership

| interest iv the remsinder of the Unit 2 Facilitvies,

6. The Unit 2 Facilities will be sold to the Lessors at 8 fair market
'; price, and prior to the closing of the lease Trausactions, sn appraisal will

confirm that the purchase price is' ;ﬁéivv:&m‘u&ﬁwa::_‘«@W% of fair warketr value |

in order to comply with certain Internal Reveos¢ Se¥vice requirements to
preserve certain tax bemefits of ﬁ&ammn&nm | | ,.
7. APS's profit on the sale ;wv*ﬁ%i@ market valud: of the Usit 2

121 Facilities (net of sssocisted iacome tax) will be smortized as a eredic agsinse |

f} APS's operativg lesse expense over the rerm of the lesse.

;8; Lessors will borrow spproximately 70% to &}x,.'af; the purchase price.
18 fm a funding corporation (the “Funding Cotporstion™) ﬁm&é for !:Mn purpose, :
sud the Funding Corporation, in turm, will borrow the debe. mﬁim of the
purchase price by lssuing debt that will be noo~recourse to the Lessors and ﬁM
Equity Investors.
.  The debt referred to in Finding of Facc Wo. 8, ‘bereinsbove, will be |

21 |f the Company under the Leases.

2all 10, aPs will be nomed the "Registrane™ i smy Reglstration Statement |

83 l £i1ed with the Seeurities and Exchenge Comsission in counestion with the |

24 | issuance of euch debt.

26 11. Upon the occurrence of certain evemts to be described in the 1eases, |

g7 I 12,  Throughout the terms of the Leases, APS may direcc the Lessors to |
28 refund the Lessors’' debt to the Pundiag Corporation at then ;s:e%ili&g interest

8w Decision No. AT /20
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'E rates, with net benefits of such refunding to be reflectsd in the Company's.

| remtal paymeats ugd#t't§§;yeasgzw i |
13. Financial support in the form of lettars of credir or ‘#inaneial
| gusrantees will slss be obitained to secure the Equity fhﬁﬁﬁtﬁgi'ﬁﬂt’fhéffﬁyﬁﬁﬁ#f
| of amounts by the Cowmpany under the leases snd related dacu&%m:m, snd APS may

| be requived to issue or inecur evidences of inﬂeﬁtednaas in connection with awghf
| fisancial sUppore,

14. Although the uﬂwm will be the owpers of the Unit 2 F*’-‘zifiiﬂ“‘;;i;i;

APS will remain re&pauaibxa for &1lu&x§enias-ﬁf'O?ESaﬁiﬁn,gnd*m&inn&%ﬂﬁﬁﬁév

© W W e e s G D

15. The xniti&l term of the Laaaeu will be approximately 25*1{3 ytars,f

e

| and the Company will have certain tcaeaaz antiani.

B o

16, APS will have certain options to repurchase the Unit 2 Pacilities.
17, The rent to be paid by APS over the temm of the leases will be a |
|l function of the interest rstes payable on the debt issued by ‘the Punding |
g Corporation, the purchsse price, wmargisal tax rates, ete.

18,  Throughout the term of thva..'Leaxiﬁ v APS will be f&qﬁi":‘lk&-ﬁi’;ﬁ t&ap&gt

| to the Unit 2 Facilities to be and to act s a “participant” under the ANEP

Participation Agreement, as amended, which governs the comstruction, operatiom,

and maintensnce of Palo Verde and the rights snd duties of the joint owmers of,
ji‘nd participants in Palo Verds, ‘ . .

13. - The 95”?““3’ﬁiiiiﬁl&a-cnutiuua-za-uarva nu’“ﬂparaxiﬂg'&ﬁzn:ﬁ:uﬂ ﬁﬁi‘ 
| 2 responsible to the other Palo Verde pareicipants, snd as the sole licensee

responsible to the Nuclesr Hegulatory Commission (the "NRCY), for the use and
';i operation of Unit 2, including decommissioning.

: 20. Although APS will remsain 1isble £or lts share of the decommissioning
f;eaat of Unit 2 under NBC ta&m&atiansi the Leass i%an&aaciqag ng? gaguxga the
_ggkqﬁity Invastors to fund a portion of nka.aahigmnwd costs of ﬁ&ﬁ@mﬂituiauﬁng

,1;;hw portion of the Unit 2 Facilities acquired by thefkﬁnity frvastora.

- - Decision Ho. S5 £ZC
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2.  Any eddition, bettermenmt, or enlargement of the Unit 2 Facilities,|
o |l ot replacoment of saits of the property within cthe Unic 2 Facilities ("Capital

| tmprovements") will be APS's obligation under the Leases.

| 22.4PS way, but will not be obligated to, request that the Lessors provide
gll tivmcing under the Lesses (“Supplemental Finameiags") for their respective|
shares of Capital Isprovements. n
B The terms and ‘condicions of myxmmx ?imﬁiﬁg‘*viﬁ ‘ba k@jég‘m
Equity lavestor ::vviii "me__ the éﬁi&%ﬁ; *’“L o amigﬁg_iam to mﬁa W%ti@@},

A equity isvestments in Capital lwprovements that asre the subject of Supplemencal

| rinancings. N |
24. If any such Capital Improvement is mot fusded byw sqai;ey:mm%m;_g
such ‘ﬁq‘ﬁ'ity Investor will, Vsu‘bjaet: to cerctado condicions, pgmi‘t} the Lessor 'w’
%xm -additional funds from the mudiug ﬁ@mmtﬁﬁn in an amount sufficient to
fund such Equity Iavestor's share of the Capitsl tmwma&«

y 25, Conmcurrently with say m?lmmtai Financings; the rent gmm“
17 || ¥itl be sdjusted to support the amortiration of the sddicionsl debe issued in.
’ connection with the Supplemental Fimancing sxd to ﬁgﬁr@ the Kquity
lovestors' net econosic return. |

| 26. The Compsny and the Lessors vill enter Into support a@t#mtﬁrbm:
| vill provide the Lessors vith such rights in pares of the compasy's interwst in|
Palo Verde not eomstituting Usit 2 Fscilities as may bo necessary to enable the
Lessors apd their successors and assigns to reslize the residual values c«t
' their ianterests under the Lease Tragsactioos that may ba w&xm&ud. ;
27. The proposed Leases will be "operating leases” a¢ defived in
, accordance with geverally asccepted sccounting priseciples, and for ‘rate~uaking
purposes the aggregate amount of Lease payments will be sccounted for by the

Company as an operating sud msictensnce expense, vith the recoverability of

“d - : &:ﬁéimz No. JJ 20
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| such Lease Piymencs through rates to be decided in Docket U-1345-85-367,

o

o mqmm I

2. APS intends to use the net proceeds from the Lease Trausactions for

| the redemption, reticement, or refunding of outseanding long-term debt and/or
| preferrnd stock that previously Ei}n@ut@é ﬁnmmm@tién p‘mjmw and; it |

nmessary. the satisfaction of certsin of the Company's working capital amd

Mher cash reguirements, imiudmg the fz,amcia; of M?s's ongoing «awstmﬁﬁmn

program.

SRS *ﬁm paywents under the Leages’ wiil be cbargaahis to - tbe Ewpﬁuy i

aymax:ivé azxpanses orote incomes

30, The inumce, assumprion, gusrantee, or inmrrema ‘of widi#ﬂcm of |

8 indehman«us by ﬂw ﬁmpwy i;n: connection with the lesse Transsctions sax};l be |

31, It ‘haz beesn @ﬁ&imatad hy Staff and APS that the mentad pagunt

‘31;." ‘me Lema Trmamt:im& amﬂ me issmncm “smpﬁun, sﬂamnu@. o't;

incurmnm of: évi&annsea ‘of mdabtgﬁneu iﬁa cam«cﬁmatﬁeﬁwxm are compal ,_ﬁiz'ie’-
with tho public interest, mnh gound finam:ui pmctmm, and mth the ympet v
gerfom&nm by the Company of sevice as a pubiin service qgurpnragian and wﬂl
not impart its ability to perform that service.

34. The Lease Transactions end the iseuavce, assumprios, guarantee, or

neurrence of evidences of indebtedness in connection therewith are reagonably

uaemsuary ur  appropriate for the purposes set foreh herein and, except a3

othervise set forth herein, are wmot, vhol ly or in part, reassprably chargedbla

“8- Nacision No. &5/
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to the Company's operative expenses or to lncome.

L
2 |
3

4

6|
1
&_

35. Performance sriteria are specifically required in order to assure

that catepayers pay only the allowsble costs under efficient operations. The

(Commission expects the parties to present such performance critevis io Ehe rate

ca"xa- involving the sale snd lesseback.

ommcs

[CONCLUSTONS OF LAW - .
L. APS is & public service corporation within the mesning of Article v ]
lof the M‘li;'wﬁa Constitution and A.R.5. §§ 40-283 and 40-301, et S84 h
. The Commission ha# jﬁrimicti@nywer APS gnd of tﬁ:e- subject matter -:.;

lof the Applicatiou.

o

3.  The propossd Lesse Tramsactions and the issusnce, asswmption,

{lguarantee; or incurremce of &"ti#fén&g«s of indebtedness in commection therevith,
' as vell as the other matters set forth in the Application, mhi'&uh and °
: ‘ws::;iémuy relating to this matter are for lswful purposes within ggg,'@wﬁg;g;gv» |
lipowers of 4PS and are compatible with the public interest.
ey ,&PS' s leasehold interest in the Dait 2 ?a@;iiit;inj% including its
._canﬁkiﬁw&l ‘rights under said &@ﬁgegy shall be subject to the Commissiot’ ,
Muuthortey wsder A R.S. § 40-285(A), :
IT 15 THEREFORE ORDERED that Arizons Public sgwic& Eﬁ@pnay -1 hareby

(a) to undertake and cossummate the Leass Transactions and to’
take all 'mh-wﬂat;im a8 may be necessary ﬁr‘&?lﬁf?ﬁﬂ’i'#ﬁ# in
mﬁn&@eiau therewith, subject to Che limitatious md conditions
25'5 contained in this ﬁfaiuianz
(5}  to issue, assume, gusrsntee, and imcur evidesces of indebtedness
1o order to consumate, sud t6 perform {cs obligutions snd sxsreiss’

ity options upder, the Lease Transactions (including the Lssuance

- Baciging No. F A
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S L

lraintesance expesse.

tinsneing of Capical luprovenents as requived or permitted by the
tesms of the Leases, the costs of which will be Mﬁ‘w‘mé ia an -
adjustment to LQ%Q&_t&ﬁtai{} inglG€i%g, but ot limited to, (i) the
“issuance or incurrence of evidences of indebteduess by the Puuding
ﬁﬁ@fﬁatagggﬁ,iiaﬁuxaé#%gAtkﬁféitaﬁt'abiﬁggtiﬁa of the Company; (ii)

. the &Mam or *i&wrt%%' of evidentes of tiﬁ&&%%&éi&?in |
connsction with say letter of credit or £ {nancial guarantee umﬂu@
the Equity Iuvestors for tht ywﬂt of ‘aamounts. mﬁm h? the:
'c%uaauy usder the Lease aad x&i%&t& &oen&autag (iii} e&a issvance
6r facurrence of a«ié@nﬁex.af {udebtedness ﬁﬁﬁc%ﬁtifxifﬁﬁ-aa?
refunding of indebtedness; (iv) the sssumption of indebtedness
by the Company upon the occurrence of certain events as
requited by the leases; {v) the adjustment of rents from time
to time 4% required by the Lesses; and (vi) the execution of
$upplements to the Lease as requived or permitted by the
Leases; and .

~ {e) o exercise its optiond to remew the Lessss and to repurchese
sl g:;aay ?ﬂrﬁiﬁﬁ:§£¢t§§wﬁﬁ§§"$~®&nixi§i§§ invggaanéanee=ﬂ£z&
the terms of ,ﬁw Leases. | “r
IT IS FURTHER ORDERED that the Lesses will be treated as operating leases

| I Is FURTHER ORDERED that sll profit from cthe sale of the Umit 2
lwiuci&a {1less umaiatw jscome tox) should be smortized over the iuii:;:iti
tm of thae ledse 45 & credit againet such. %Mm «wawa,

1T z;a;- mnga &mw that Arizosa Public Service Company @lgal_l treat sty

-10+ Becision Wo. I /20
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i 4% cwdits geverated by thé sale of the Uait 2 Pacilitios and wmim by the ; 
% mpany as a0 offset (deduction) agamﬁ its “fait %‘m rate %m:g, su!&jw: to
flrateable restoration over s 35 year period.
« IT I8 FURTHER ORDERED that approval of the requested Lease ‘rrwamgiuut a#‘-
wz forth in the w@iicamu and authorized hereinabove does nor cosstitute or

iamzy approval or disapprovsl by the Commission of any particular &xawﬁitwt‘:'_

f

fnz* pugposes of awthlisisia& Just and. mtwm&ia rates, _
I 18 mm m*&n that &xiwu Public ﬁawiw Wﬁ;@ s&mli file :t
Ip1an of ximmm«m the Commission within thirty (30) daye of the entry of

rhich Plan ehall indicate the use to be wmade of t&«fzmm&tf
esid | over the succeeding twelve (12) -

b}
2
2]
5
s
s

shall theresfter

3] W FURTHER ORDERED that Arizons Public Service Company
1&} W&&y. update such ¥lan and shall keep the Commission inoformed of “&
Imaterial change in said Plan. :

15 | .
m IT IS FURTHER ORDERD that the purposes for which the proposed Lesss
17} -ansactions ure herein authorized sre to redees, retive; ot vefund outstanding. :

181 1aas~»::em debt sud/or gaﬁaweﬁ stock thac previously fimanced wmtmﬁﬁiw

3.,9 wﬁwu and, if m«u&xy, to :aﬁ.sfy certain of the Company's wﬂi’az zm:tiﬁ
mi other. %a& rmuitmw. ducludiag - the- £miaz of &xi&m %&11& Service: )

ﬁi} |

21 | ICompany* s mwiﬁg construction progras, regardless of the exteot to whi &:_: u ;@; :

32‘ wmm nay B@ ressonably chargeable to gm“giw expenuses or income.

33 m 1 FURTHER ORDERED that the purpose for which the proposed issuance;
%

sssumption, mrmw«, or incurresce of evidences of iﬁéﬂ&taﬂ&&“ in connection

:: i% ith the Lease Tramsactions is herein authorized is to allow Arizosa Public
26 | s«wim Company to perfors its obligations and/or exercise its options under
o9 | 1 the Lesse Traasactions, which purpose i kgmhy_ specifically suthorized
28 feepardless of the extent to which it may be reasonably chargeable to operascive

E
!
!
%,
; |
| “ilw  Dacieion Ho. QIO
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flexpenses or to income.

T 1% wm&a CRDERED that the terms of the Lesgses and other &@ammw w{

ibe eatered ﬁnw i,a cotnection vitk the Lease ’t’tm&fwziam are hereby approved
: faf the specific purpose of ensbling each of the Equity fovestors -‘m& the |

ita“ws to qualify for an exemption by the }&ewﬁiee and Exchanga Coumiseion
fx‘m}zm Public @fgiﬁﬁy }ﬁ“ﬁié&n& Company Act of 1935, as swended. |
o FURTEER ORDERED that Arizona Public Sexvice Company's assumption,
rantes, snd 'iﬁé&ﬁmg__ of evidences of “{ndebtedness as &éwiﬂﬁ mt&ma:iad
hsll be separate sod apart from, and ot “E@t&d agsinst, Arizona me |
ervice Compauvy's existing Debt mnit;ati?m or #:gﬁﬁ#t:; such limitation & it
be heresfter modified by the Commission, mtlimiutim preseatly &tigg
1698,917,000, a8 spproved in the W‘“m’* Order in Decision Wo. 35017
(May &, 1986). |

| ORDERED that the Commission hereby declares that the Lease f
Travsactions will aot csuse any of the Equity Iavestors oc the 3'3“,‘5*&#;& to be

ldeencd to e a Mpublic mervice corporation” subject to the Jjurisdication,

21 ggmu& hereiasbove (im’mdiﬁg smenduents to. such documents exeouted a@u&%zw
28 closing) within five (5) business days of their cmcutiaa, or with regard to |
v ga«“*’i“?“ documents executed prior to the effective date of this Decision, within
24 5‘,&% {5} business days of guch date.

25] o |
24 {Coumission of any material changes in the terss and couditions of the sale snd |
29 lesseback transaction authorized Bereinabove ss soon as is rﬁgﬁwiﬁr possible,

IT IS FURTHER ORDERED that Arizoca Public Service Company whall notify the

“l2e ' Becision Nou ¥ 572/
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1 but in awy event, at lsast five (5) business daye prior to the closing date,

Bacome gﬁggti‘w

.b}

iomadiately,

jose

BY ama ﬂ%‘ THE .&EIEMA GGRPG&A@W ﬁamwsm&

q&,‘h

IN WITHESS WHEREOF, I, JAMES mxfﬁma,_
Executive Secretary of the Arizona
_Gatparazwu‘ »Qmiuwn. ha?m %m:mm et uy

1ol
11§
12 |
13|

:Ewtiv& 5&@:‘&&;@

14 lorssmn
15 [T/ 450
16 | |
17|
18|
19
20
21|
22 |
23| |
25 |
26 |
27|
28

~13= Decision No. 30 fLO
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1 BEFORE TBE ARIZORA CORPORATION CMSSION
) 2l RENZ D. JENRINGS
3 Chairman
MARCIA WEEKS
4 Commissioner
SHARON B. MEGDAL
5 Commissioner
6 IN THE MATTER OF THE APPLICATION OF ) v,
ARIZONA PUBLIC SERVICE COMPANY FOR AN )
o || ORDER OR ORDERS (1) AUTHORIZING IT TO )
ENTER INTO VARIOUS TRANSACTIONS AND )
g || ACGREEMENTS RELATING TO THE SALE AND ) DOCKET RO. U-1345-86-105
OPERATING LEASE OF ALL OR A PORTION OF )
° THE COMPANY'S UNDIVIDED OWNERSHIP )
INTEREST IN UNIT 2 OF THE PALO VERDE )
10 NUCLEAR GENERATING STATION AND CERTAIN ) DECISIOR KO. é,i 342Q
COMMON FACILITIES; (2) AUTHORIZING 1T )
11 TO ISSUE OR INCUR EVIDENCES OF )
INDEBTEDNESS IR CONNECTION THEREVITH; )
32 || (3) CONFIRMING THAT THE OWNER TRUSTEE )
AND THE EQUITY INVESTORS WILL NOT BE ) ORDER
13 “PUBLIC SERVICE CORPORATIONS"; )
(4) CONFIRMING THAT THE LEASES WILL BE )
“OPERATING LEASES" FOR ACCOUNTING ) . '
14 PURPOSES; AND (5) DESCRIBING TEE RATE- ) Arzona Corporation Comsmissloh
15 || MARING TREATMERT OF TEE PROPOSED ) DOCKETED
) TRANSACTIONS. )
7 16 ) DEC -5 1986
Open Meeting ;
17 December 3, 1986 : { ©ockETED “vanq }
18 Phoenix, Arizona L i
190 || BY TEE comMissIoN:
20 On November 17, 1986, Arizona Public Service Company (the “Company™) filed
21|l @ Motion with the Commission requesting the Commission to issue an order
22 || confirming that (i) the Commission's order in Decision ¥o. 55120, dated
23 || July 24, 1986, (the "Order") asuthorizes the Company to enter into Additionmal
24 || Lease Transactions (as hereinafter defined) and (ii) all other aspects of the
25 || Order, including, without limitation, the limitation and conditions,
26 suthorizstions, statutory findinge, and conclusions of law set forth therein,
27 || sre applicable to Additional Lease Transactions. |
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Baving considered the Motion, anm

e

s wee Su icce s

Commission finds, concludes, and orders that:

YIKDIKGS OF FACT

1. The Company is an Arizons corporstion engaged in providing electric
service to the public within portions of Arizona pursuant to authority granted

by this Commission.

2. On April 22, 1986, the Company filed an Application with the

O O T O W h

Commission requesting, among other things, suthorization to enter imto one or

more sale and lesaseback transactions relating to all or a portion of the

W)
o

Company's 29.1% undivided ownership interest in the Unit 2 Facilities (as

-
N

hereinafter defined).

(W
]

3. On July 24, 1986, the Commission issued the Order suthorizing the

-
(¢ )

Company, among other things, to “undertake and consummate the Lease

-
o

Transactions and to take all such actions as may be necessary or appropriste in

)
o

connection therewith, subject to the limitations and conditions contained in

v
o

this Decision". The Order defines "Lease Tramsactions" as "ome or more. sale

W)
-1

and leaseback trsusactions relating to (i) all or a portion of the Company's

(W)
w

29,12 undivided ownership interest inm Unit 2, including, without limitationm,

v
©

all or a portion of the Company's generation entitlement share in Unit 2 and

()
o

(ii) certsin real property interests in the Palo Verde plant site and related

N
-

eal propefty (such interest in Unit 2 snd the real property interests being

L\
]

ereinsfter collectively referred to as the 'Unit 2 Facilities')™.

»
<«

&. Pursuant to the guthorization contained in the Order, on

od
S

wgust 18, 1986, the Company sold and leased back approximately 30.7% of its

vl
o

£9.1% undivided ownership interest in the Unit 2 Facilities (the "Initial Lease

3]
(o))

»
-2

[ransactions”). The total consideration to the Company from the Initial Lease

Trransactions was $§341,240,000.

N
L)

-2 - : Decision No. 5,2,322 (4]
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relating to its remaining undivided ownership interest in the Unit 2 Facilities
(“Additional Lease Transactions"), including Additional Lease Transactions that
the Company proposes to consummate on or about December 15, 1986. Unlike the
Initial Lease Transactions, the proposed December 1986, Lesse Transactions may
pot include a letter of credit issued in favor of the equity investors and may
include a portion of the Company's interest in certain common facilities
associsted with the operation of Unit 2. Anoéher feature of the Initial Lease
Transactions, a stepped-up investment tax, will mot be availadble in Additional
Lease Transactions.

6. By its Motion, the Company requests the Commission to issue an order
confirming that (i) the Order autho;izes the Company to enter into Additional
Lease Transactions and (ii) all other aspects of the Order, including, without
limitation, the limitations and conditions, authorizations, statutory findings,
L and conclusions of law therein, are applicable to Additional Lease
ITransacticns. . - .

7. The Company is requesting the Commission to confirm that the Order

authorizes Additional Lease Transactions in order to provide potential lenders
and investors with the required explicit assurance that Commission approval for
the transactions has been obtaiped. Because the testimony in the
July 10, 1986, Commission hearing relsting to the Lease Transactions discussed
the Initisl Lease Transactions that were to take place the following wmonth in
more detail than the possibility of Additional lLease Transactions, it is
| conceivable that the Order may be i:mtbyerly construed to asuthorize only the
Initial Lease Transactions.

8. The Additional Lease Transactions were apptavediin the Order to the
same extent the Initial Lease Transactions were. They are also subject to the

same limitations and conditioms. Pursuant to the requirements of the

-3 - Decision No. ,ﬁ 5 SR Q
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1|l Order, the Company will file with the Commission (i) all documents executed
} 2 || pursuant to the authorizations granted by the Order, including such documents
3|l executed in connection with any Additional Lease Transactions, (ii) a plan of
4 || disposition indicating the use to be made of the proceeds derived from any
§ || Additional Lease Transactions, snd (iii) at least five (5) days prior to
6| closing, wmotification of any material changes in the Lease Tunuctyi'ons
7 || authorized by the Order.
) 8 9. The recoverability of the Confany'a lease payments under any
© || Additional Lease Transactions will be decided in Docket No. U-1345-85-367.
10 ORDER
11 IT 1S TREREFORE ORDERED that this Commission hereby
12 (i) confirms that the Order authorizes Additionsl Lease Transactions;
J.EM (ii) confirms that all other aspects of the Order, including, without
14H limitation, the 1limitations and conditions, authorizations, ttatu-tory‘
__) 15 findings, and conclusions of law set forth therein, are applicable to
| 16 Additional Lease Transactions. .
17 IT 1S FURTEER ORDERED that, without iimiting the foregoing confirmstion,
18|l approval of the Additional Lease Transactions does not constitute or imply
. 19 || approval or disapproval by the Commission of any particular expenditure for
20 {{ purposes of establishing just and reasonable rates. |
2. ..
221 .. .
23. . «
24 e
25 i ..
26 | “o
&7+
e8l. ..
-4 - Decision 30.52.5'.3,2(2
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BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

| DISSENT

TLM/sks

COMMISSIONER

¥

a

COMMISSIONER

IR WITKESS WHEREOF, I, JAMES MATTBEWS,
Executive Secretary of the Arizona
Corporation Commission, bave hereunto set my
hand and caused the official seal of this
Commission to be affixed at the Capitol, in
the City of Phoenix, this §* day
of DM& . 1986, -

.6:2 KR 24 &\'3:’:;;\

JAMES MATTHEWS
Executive Secretary

-5 - Decision Ro.5.6-330
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EXHIBIT F

PROPOSED LANGUAGE FOR ORDER

[Capitalized terms used in the paragraphs below and not otherwise defined are intended to have
' the meanings given in the Application.]

IT IS THEREFORE ORDERED that the Company is hereby authoriz‘edv (i) to issue, sell,
and incur the Continuing Long-Term Debt and the Continuing Short-Term Debt, as such term is
defined below, redeem, refinance, refund, renew, reissue, roll-over, repay, and re-borrow from
time to time such Continuing Long-Term Debt and Continuing Short-Term Debt, and establish
and amend the terms and provisions of long-term and short-term indebtedness from time to time,
(ii) to determine the form of security, if any, for the Continuing Long-Term Debt and the
Continuing Short-Term Debt, execute and deliver the Security Instruments, and establish and
amend the terms and provisions of the Security Instruments, as may be deemed appropriate by
the Company in connection with th-e Continuing Long-Term Debt and the Continuing Short-
Term Debt, and (iii) to pay all related expeﬁses, all as contemplated in the Application and by the
exhibits and testimony presented during the hearing in this matter.

IT IS FURTHER ORDERED that the Company is authorized to issue short-term debt at
any time and from time to time (excluding current maturities of long-term debt) in an amount not
to exceed 7% of the Company’s capitalization plus up to an additional $500 million for
purchases of natural gas and power. (All short-term indebtedness outstanding on the date of this
Order or hereafter issued or incurred pursuant to this paragraph is referred to as “Continuing

Short-Term Debt.”)
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IT IS FURTHER ORDERED that prior to the issuance or incurrence of the up to $500
million of short-term debt relating to purchases of natural gas and power, the Company must
have a Commission authorized adjustor mechanism for recovery of natural gas or power
purchases and, if such mechanism is terminated, the authorization for the additional $500 million
of short-term debt will terminate 12 months thereafter.

IT IS FURTHER ORDERED that if all or a portion of the authorized short-term debt
relating to natural gas and power purchases becomes classified as long-term debt because the
amount remains outstanding for more than 12 months, such debf will continue to be counted as
Continuing Short-Term Debt and need not be counted against the Continuing Long-Term Debt
limit.

IT IS FURTHER ORDERED that immediately subsequent to the issuance of any
Continuing Long-Term Debt:

(a) The Company must have a minimum common equity ratio of 40% (the “Common
Equity Test”). For purposes of this test, the common equity ratio is calculated as common eqﬁity
divided by the sum of such common equity and the Company’s long-term debt (including current
maturities of ilong-term debt). The Common Equity Test will be calculated as of the end of the
most recent calendar quarter prior to the date of calculation, adjusted to give effect to the
issuance of any new indebtedness (including the proposed indebtedness for which the calculation
is being made).

(b) The Company’s debt service coverage ratio (“DSC”) must be equal to or greater
than 1.0. For purposes of this test, the DSC is calculated as operating income plus depreciation
and amortization plus income tax, divided by interest on short-term and long-term debt, using the

most recent audited financial statements adjusted to reflect the interest impact of changes to
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outstanding debt to the date of calculation, calculated as the annualized interest at the actual
interest rate on any new debt issued after the 12 month period covered by the ipplicable audited
financial statements and remaining outstanding on the date of calculation and further including
for purposes of this calculation, the annualized interest at the expected interest raté on the new
long-term debt to be issued or incurred and for which the DSC calculation is being made.

IT IS FURTHER ORDERED that éhanges in United States generally accepted
accounting principles (“GAAP”) or changgs in the interpretation of GAAP (collectively, “GAAP
Changes”) shall be treafed as follows: |

(a) Any contract or other legally-binding arrangement to which the Company is a

party as of the date of this Order (the “Existing Obligations™) will not be considered

“indebtedness for purposes of this Order, including the Continuing Long-Term Debt limit, the
Continuing Short-Term Debt limit, the Common Equity Test, and the DSC, if the Existing
Obligation was not considered indebtedness under GAAP as of the date of this Order, even if a
GAAP Chaﬁge subsequently occurs that results ‘in an Existing Obligation being considered‘
indebtedness. The Company will notify the Commission of any GAAP Change that results in an
Existing Obligation being classified as indebtedness within 30 days after the Company files its
Quarter_ly Report on Form 10-Q or iis Annual Report on Form 10-K with the Secﬁrities and

Exchange Commission following the end of the fiscal quarter in which such GAAP Change

occurs (the “Notification Period”).

(b) If, after the date of this Order, the Company enters into a contract or other legally-
binding arrangement that is not considered indebtedness under GAAP but subsequently is
considered indebtedness because of a GAAP Change, the Company’s obligations under such

contract or other legally-binding arrangemént will not be considered indebtedness for purposes
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of this Order, includihgﬁ the Continuing Long-Term Debt limit, the Continuing Short-Term Debt
limit, the Common Equity Test, and the DSC, until further Commission action if, within the
Notification Period, the Company files an application with the Commission specifically
requesting approval of such reclassified debt obligations.

IT IS FURTHER ORDERED that the authorizations to incur short-term and long-term
debt obligations provided in this Order shall replace all exisﬁng authorizations for the incurrence
of short-term and long-term debt, and all such existing authorizations shall terminate upon the
- effective date of this Order. Notwithstanding the above,’the Commiséion’s Decision No. 55120

(July 24, 1986) and Decision No. 55320 (December 5, 1986) (the “Sale-Leaseback

Authorizations™) will remain in full force and effect.

IT IS FURTHER ORDERED that the short-term and long-term debt levels authorized in
this Order will terminate on December 31, 2012, provided that all short-term and long-term debt
outstanding at December 31, 2012 that was previously authorized pursuant to this Order shall
remain authorized and valid obligations of the Company. The December 31, 2012 termination
date will be extended until the Commission issues a new financing order replacing the then-
existing order, provided that (a) the Company files an application for a new financing order on or
‘before December 31, 2011 and (b) the Commission has net issued an order pursuant to such
application on or before December 31, 2012,

IT IS FURTHER ORDERED that on each occasion when the Company enters into a new
long-term debt agreement, the Company must file with Docket Control a description of the
transaction and a demonstration that the rates and terms are consistent with those generally

available to comparable entities at the time. No such filing need be made for any such new long-
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term debt agreement not involving traditional indebtedness for borrowed money or that has a
principal value of less than $5 million.

IT IS FURTHER ORDERED that the Company is hereby authorized to sign and deliver
such documents and to engage in such acts as are reasonably necessary to effectuate the
authorizations granted hereinabove.

IT IS FURTHER ORDERED that the purposes for which the proposed issuances of
Continuing Long-Term Debt and the Continuing Short-Term Debt are herein authorized are to
augment the funds available from all sources to ﬁné.nce the Company's construction, resource
acquisition and maintenance programs, to redeem or retire outstanding securities, to repay or
refund other outstanding long-term or short-term debt and to meet certain of the Corhpany's
working capital and other cash requirements. Such purposes are within those permitted by A.R.S.
Section 301 and are permitted regardless of the extent to which they may be reasonably
chargeable to operating expenses or to income.

IT IS FURTHER ORDERED that Pinnacle West is hereby authorized under A.C.C. R14-
2-803 to guarantee the Company’s indebtedness from time to time in indeterminate amounts.
The Company is hereby authorized to reimburse Pinnacle West for any amounts paid by Pinnacle
West under any guarantee of the Company’s debt from time to time, along with interest thereon
to the date of reimbursement at a rate of interest not greater than the rate payable on the debt so
guaranteed and paid by Pinnacle West.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

1879023.7




